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   REBUTTAL TESTIMONY OF GUY SHARFMAN 1 
 2 

I. 3 

INTRODUCTION AND QUALIFICATIONS 4 
 5 

Q. Please state your name and business address.   6 

A.  My name is Guy Sharfman. My business address is 1004 Prairie, Suite 200, 7 

Houston, Texas 77002.   8 

 9 

Q. On whose behalf are you testifying?  10 

A. I am testifying on behalf of the Building Owners and Managers Association of 11 

Chicago (“BOMA”), and the Chicago Area Customer Coalition (“CACC”), which 12 

is comprised of Akzo Nobel, The Art Institute of Chicago, Aux Sable Liquid 13 

Products, Inc., CITGO Petroleum Corporation, ExxonMobil Oil Corporation, 14 

General Mills, Inc., and the Metropolitan Chicago Healthcare Council. 15 

. 16 

Q. Please summarize your educational background and professional experience.  17 

A. I received a B.A. degree in economics from the University of Illinois at 18 

Urbana/Champaign in 1994 and an M.A. in economics from DePaul University in 19 

1998.  From 1998 to 2000 I was employed as a Research Economist for 20 

Analytical Support Network, Inc. (“ASNI”) in Chicago, a firm specializing in 21 

regulatory and economic consulting in the electricity industry.  During my time at 22 

ASNI I became involved in Illinois electric deregulation providing support for 23 

various cases in front of the Illinois Commerce Commission (“ICC”), creating 24 

pricing models and performing retail pricing for an Illinois alternative retail 25 

electric supplier, and conducting electric procurement analysis for various end 26 

users.  In 2000 I became Manager of Electric Services for Nicor Energy Services, 27 

L.L.C. in Lisle, Illinois.  In that position I managed the power pricing desk, 28 

negotiated power supply agreements with wholesalers, structured retail power 29 

products for the Commonwealth Edison Company (“ComEd”), Illinois Power 30 
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Company (“IP”), and Ameren CIPS (“Ameren”) control areas, and developed 31 

electric retail service capabilities for the company in Michigan and Ohio.  In 2001 32 

I took a position with Enron Wholesale Services on the East Power Desk where I 33 

managed Enron’s retail commodity position in the Midwest region.  My 34 

responsibilities at Enron included buying and selling power, creating and 35 

maintaining retail power forward curves for various control areas including 36 

ComEd, IP, and Ameren, developing Enron’s capability to serve retail load in 37 

new control areas, as well as assisting regulatory affairs in various matters, 38 

including proceedings before the ICC, and in discussions concerning the Alliance 39 

Regional Transmission Organization (“ARTO”) and the Midwest Independent 40 

System Operator (“MISO”) start-up processes.  I resigned from Enron in 2002 to 41 

take a management consulting position with Econ One Research, Inc.  My current 42 

resume is attached as BOMA/CACC Exhibit 2.1. 43 

 44 

Q. Please summarize your current position and duties at Econ One Research, 45 

Inc.  46 

A. I am currently a consultant and Director of Energy Strategy for the Energy 47 

Marketing Group of Econ One Research, Inc.  My duties include consulting on 48 

electric wholesale, retail, and regulatory matters to energy companies, 49 

governmental bodies, other consulting firms, as well as end users, such as 50 

BOMA/Chicago.  In addition, I direct the construction and publication of Econ 51 

One’s Retail Power Index (“RPI”), which is published monthly in Platts’ Power 52 

Markets Week and Megawatt Daily.  The RPI reports on regulated and 53 

competitive retail power price offerings to end users in ten cities across the 54 

country where electric choice has been introduced including Boston, Chicago, 55 

Cincinnati, Dallas, Detroit, Houston, New York, Philadelphia, Pittsburgh, and 56 

Washington D.C.     57 

 58 

Q. Have you previously testified before this Commission? 59 
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A. Yes.  I have testified in the Market Value Index proceeding before the Illinois 60 

Commerce Commission in consolidated dockets 02-0656, 0671, and 0672.  61 

 62 

II 63 

PURPOSE OF TESTIMONY  64 

AND SUMMARY OF CONCLUSIONS 65 

 66 

Q. What is the purpose of your testimony in this case? 67 

A. The purpose of my testimony is to comment on ComEd’s proposal to modify its 68 

current Hourly Energy Pricing Rate (“Rate HEP”) for use as a default rate for 69 

customer classes that have been declared competitive by the Commission.  My 70 

objective is to illustrate how certain components inherent in Rate HEP may 71 

overcharge consumers for default service, and may create market risks for certain 72 

customers that cannot be mitigated.  In addition, I will provide the Commission 73 

with alternative rate structures that will make Rate HEP more transparent, ensure 74 

that it does not over or under charge customers, and provide default customers the 75 

means to mitigate risks associated with day-ahead and hourly pricing. 76 

 77 

Q. What are your conclusions? 78 

A. The Commission should add several modifications to Rate HEP, above and 79 

beyond the modifications that ComEd has proposed, in order to ensure that Rate 80 

HEP is transparent, adequately recovers the costs associated with default service, 81 

and offers customers the mechanisms to mitigate variable price risk.  These 82 

modifications should include altering the current Rate HEP structure, as well as 83 

adding a fixed annual energy price Rate HEP option.   84 

 85 

In particular, the current Rate HEP structure should be altered to create a new 86 

Rate HEP (“Rate HEPN”) that will be a transparent rate and will adequately 87 

recover the costs associated with default service.  This new rate structure will be 88 
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one where the individual costs associated with providing default service, mainly 89 

administrative, retail supply, distribution, transmission and ancillary services 90 

costs, will be unbundled and charged separately.  The sum of these charges will 91 

comprise Rate HEPN, such that:  92 

 93 

Rate HEPN = Customer Charge + (PriceHr * kWh) + Rate RCDS + Rider TS 94 

 95 

Where the Customer Charge recovers administrative costs, the PriceHr recovers 96 

retail supply costs, Rate RCDS recovers distribution costs, and Rider TS recovers 97 

transmission and ancillary services costs.   98 

 99 

In addition to Rate HEPN a fixed annual energy price option should be offered to 100 

customers in order to allow them to budget for energy costs over a fixed period of 101 

time.  This option should simply be Rate HEPN with an annual fixed, rather than a 102 

daily and hourly variable energy price (“Rate HEPF”).  Rate HEPF will be 103 

calculated much like Rate HEPN except that, instead of an hourly energy price, it 104 

will contain a fixed annual energy price (“PriceF”), such that: 105 

 106 

  Rate HEPF = Customer Charge + (PriceF * kWh) + Rate RCDS + Rider TS 107 

 108 

ComEd should offer the Rate HEPF option several times per year.  Conversely, 109 

customers taking service under the Rate HEPF option would be mandated to stay 110 

on the rate for a minimum of one year.   111 

 112 

Q. How is your testimony organized? 113 

A. Sections three through five of my testimony discuss why Rate HEP in its current 114 

form is not an adequate default rate, illustrate how default rates are calculated in 115 

other regions across the country, and offer improvements to the current Rate HEP 116 

design.  Specifically these sections discuss the following: 117 
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 118 

• Section three discusses the criteria that a properly designed default rate should 119 

meet, and how Rate HEP fails to meet these criteria.  Rate HEP is assessed as 120 

a rate that is nontransparent, may over recover certain costs, and creates risks 121 

that certain customers cannot mitigate.   122 

 123 

• Section four discusses electric default rates in other regions across the United 124 

States where electric choice has been introduced, and compares Rate HEP to a 125 

default rate currently provided by Boston Edison for the City of Boston.  The 126 

regions focused on in this section are those covered in the published RPI. 127 

 128 

• Section five offers improvements to the current Rate HEP design that will 129 

effectively negate the problems discussed in the previous sections and make 130 

Rate HEP fair to consumers as well as fair and manageable to ComEd.      131 

 132 

III 133 

RATE HEP LACKS TRANSPARENCY,  134 

MAY OVER RECOVER COSTS,  135 

AND CREATES RISKS FOR CUSTOMERS 136 

 137 

Q. How should a proper retail electric default rate be designed? 138 

A. A properly designed default rate should allow the incumbent utility service 139 

provider to adequately recover all cost components associated with providing 140 

default electric service to consumers.  The rate should be designed in such a 141 

manner that ensures that these cost components are not over or under recovered 142 

by the default rate provider.  In addition, since, unlike bundled rates, default rates 143 

are generally associated with competitive markets, the rate should be designed in 144 

a transparent manner where the main cost components associated with serving 145 

retail load are calculated individually, making the rate easily comparable to other 146 
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competitive rates.  A default rate designed in this manner will also ensure that 147 

each cost component is adequately recovered.  148 

 149 

Q. What are the major cost components associated with providing retail default 150 

service? 151 

A. The main cost components associated with providing default electric service to 152 

retail customers are distribution, transmission and ancillary services, and retail 153 

supply costs.  Distribution costs include costs associated with distribution revenue 154 

requirements.  Transmission and ancillary services costs include costs associated 155 

with operation and maintenance of the transmission grid, maintaining service 156 

reliability, as well as any other costs associated with providing these services.  157 

Finally, retail supply costs include the costs associated with purchasing or 158 

producing electric power and energy as well as costs associated with serving a 159 

retail customer that are not included in the distribution, transmission and ancillary 160 

services components.   161 

 162 

Q. Are there any other cost components associated with providing retail electric 163 

default service? 164 

Yes.  In addition to the three main cost components mentioned above, there can 165 

also be an administrative cost component, and allotted margin component, and, 166 

when applicable, a stranded cost recovery or a stranded benefit credit component. 167 

The administrative cost component includes costs associated with setting up and 168 

administering the default rate, such as billing and account maintenance.  The 169 

allotted margin component should be a regulated return that the default provider is 170 

allowed to collect as compensation for providing the rate.   Finally, stranded cost 171 

recovery charges or stranded benefit credit components may also be part of 172 

default service in regions where the incumbent utilities have been determined to 173 

have such stranded costs or benefits.   174 

 175 
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Q. Why is it important that a default rate design ensure that the default 176 

provider does not over or under recover the costs incurred from providing 177 

this service? 178 

A. Providers of default service are generally mandated to offer default service to 179 

customers or customer groups without exception.  In Illinois, for example, since 180 

the 3 MW and above customer classes have been deemed competitive by the 181 

Commission, ComEd will have to offer default service to all customers in these 182 

classes without exception.  As a result, default providers lack certain options 183 

available to other suppliers to mitigate risks associated with supplying end users.  184 

A default supplier, for example, can’t turn away a customer because of bad credit, 185 

or place consumption bands on a customer’s usage pattern.  Since default 186 

suppliers are less able to mitigate supply risk and minimize costs, they are highly 187 

dependent on the default rate structure to recover costs associated with providing 188 

default service.   189 

   190 

 Conversely, a customer taking service under a default rate may likely do so as a 191 

result of this rate being that customer’s sole supply option.  Alternative electric 192 

suppliers looking to minimize their supply risks may turn down customers with 193 

bad credit or unfavorable electric loads for service.  As a result, some customers 194 

may lack the opportunities afforded to other customers to choose alternative 195 

supply that offers more favorable terms such as lower rates or decreased market 196 

risk.   Since these customers lack the opportunities afforded others through a 197 

competitive electricity market, they are highly dependent on the default rate 198 

structure to ensure they are not overcharged for electric service.  Thus, it becomes 199 

important for default rate structures to ensure that the costs associated with 200 

providing this service are neither over nor under recovered.    201 

 202 

Q. Please explain what you mean when you say that a default rate should be 203 

designed in a transparent manner. 204 
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A. Transparency in a default rate simply means that the major cost components 205 

embedded in the rate are calculated individually so that the rate can be easily 206 

compared to other competitive rates.  Electric deregulation resulted in the 207 

unbundling of the major cost components associated with serving retail electric 208 

load.  Electric utilities serving regions open to electric choice generally offer 209 

individual tariffs and riders that calculate costs associated with distribution, 210 

transmission and ancillary services, retail supply and other cost components 211 

individually.  Unlike bundled rates, which were designed prior to electric 212 

deregulation and may provide little or no transparency, new default rates should 213 

be designed in a manner that allows cost components to be as transparent as 214 

possible.   215 

 216 

Q. Why is transparency in a default rate important? 217 

A. A transparent default rate protects consumers from overpaying for default service, 218 

and protects default suppliers from under recovering default service costs.  A 219 

transparent default rate protects consumers since they are assessed separate 220 

charges for each major cost component which allows customers to easily compare 221 

the default to other competitive rates that may be available.  In addition, a 222 

transparent default rate allows a default provider to easily determine the amount 223 

of revenue it receives for each cost component, which, in turn, enables a 224 

reasonable assessment that default service costs are adequately recovered.  225 

 226 

Q. Is ComEd’s Rate HEP an adequate default rate from the standpoint of 227 

transparency as well as adequate cost recovery? 228 

A. No.  The structure of ComEd’s Rate HEP does not meet either of these criteria.  229 

First, Rate HEP is not transparent since certain cost components embedded in the 230 

rate are not individually calculated, making the rate difficult to compare to other 231 

competitive rates.  Second, ComEd’s Rate HEP may over recover costs associated 232 
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with distribution and transmission and ancillary services, and, thus, does not 233 

ensure adequate cost recovery.   234 

 235 

Q. How is ComEd’s Rate HEP structured? 236 

A. Currently, ComEd’s Rate HEP contains three main components, a fixed monthly 237 

Customer Charge, an hourly energy price calculated the previous day (“PriceHr”), 238 

and an annually calculated Monthly Access Charge.  A total monthly Rate HEP 239 

bill (“Rate HEP BillMo”) is comprised of the Monthly Access Charge multiplied 240 

by the customer’s peak demand measured in kW, plus PriceHr multiplied by a 241 

customer’s electricity consumption measured in kWh, plus the Customer Charge, 242 

such that: 243 

 244 

Rate HEP BillMo  = (Monthly Access Charge * Demand/kW) +  245 

(PriceHr. * Consumption/kWh) + 246 

Customer Charge 247 

 248 

 The rate is structured much like a bundled rate with energy, demand, and 249 

customer charge components. 250 

 251 

Q. Please explain why ComEd’s Rate HEP is not transparent. 252 

A. As discussed above, a transparent rate is one where the major cost components 253 

embedded in the rate are calculated individually, making the rate easily 254 

comparable to other competitive rates.  ComEd’s Rate HEP is not structured in 255 

this manner.  While one can assume that the fixed Customer Charge in Rate HEP 256 

represents an administrative cost component, and that the PriceHr in Rate HEP 257 

represents a retail supply cost component, there are no components that 258 

individually depict the costs associated with distribution, and transmission and 259 

ancillary services.  These charges are apparently recovered through the final Rate 260 

HEP component, the Monthly Access Charge.  However, this charge is not 261 
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calculated by simply summing the costs associated with distribution and 262 

transmission and ancillary services, as would be proper.  As a result, it is unclear 263 

if these costs are adequately recovered, and the rate is therefore nontransparent. 264 

 265 

Q. How is the Monthly Access Charge calculated? 266 

A. The Monthly Access Charge is calculated by summing all of a customer’s demand 267 

and energy charges from a base year, subtracting from this total the customers 268 

total energy usage from the base year multiplied by a forecasted energy price for 269 

the following year, and dividing the entire total by the sum of the customer’s base 270 

year monthly demands, such that: 271 

 272 

  Monthly Access Charge = [Annual Demand & Energy Charges –  273 

(Annual Energy Usage * Forecasted Energy Price)] / 274 

(Σ Monthly Demands) 275 

  276 

 What this calculation essentially does is take a customer’s historical annual total 277 

base charges for electric service (excluding administrative or customer charges) 278 

and subtract from this a forecasted amount the customer would pay in energy or 279 

retail supply costs.  The end result is then divided by an annual sum of historical 280 

peak demands to provide a charge per kW component. 281 

 282 

 The Monthly Access Charge is the only component left in Rate HEP to recover 283 

costs that the Customer Charge and the PriceHr fail to recover.  In the ComEd 284 

region the costs that must still be recovered after administrative and retail supply 285 

costs have been recovered are distribution and transmission and ancillary services 286 

costs.  Thus, since the Customer Charge and PriceHr components in Rate HEP 287 

recover administrative and retail supply costs respectively, the sole responsibility 288 

of the Monthly Access Charge should be to recover the remaining distribution and 289 

transmission and ancillary services costs.  290 
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 291 

Q. Please explain how ComEd’s Rate HEP may over-recover costs associated 292 

with distribution and transmission and ancillary services. 293 

A. As discussed above, the Monthly Access Charge component of Rate HEP should 294 

recover distribution and transmission and ancillary services costs exclusively.  295 

However, rather than calculating the charge by simply summing up distribution 296 

and transmission and ancillary services costs, the charge is calculated as the 297 

residual of a total annual historical demand and energy bill minus a total of a 298 

forecasted annual energy bill.  In this manner the Monthly Access Charge can 299 

greatly exceed the sum of distribution and transmission and ancillary services 300 

costs.  For example, consider a case where the base year’s energy prices were 301 

high, but the following year’s forecasted energy prices are low.  While the PriceHr 302 

for Rate HEP may be lower for the following year, the Monthly Access Charge 303 

will actually be higher.  This higher Monthly Access Charge will greatly exceed 304 

distribution and transmission and ancillary services costs, which remain relatively 305 

stable from year to year.   306 

 307 

Q. Is it possible for the Monthly Access Charge in Rate HEP to understate the 308 

costs associated with distribution, transmission and ancillary services? 309 

A. No.  ComEd’s proposal to modify Rate HEP for default service contains a 310 

provision that states that the per unit charge of the Monthly Access Charge will 311 

never be less than the sum of distribution and transmission and ancillary services 312 

charges.  This proposal is discussed in ComEd witness Alongi’s direct testimony 313 

(page 5, lines 70-74) and is also provided in ComEd’s revised Rate HEP tariff 314 

sheet No. 55.721.  The result of this is that the Monthly Access Charge may very 315 

                                                 
1 “Notwithstanding the aforementioned provisions of this Monthly Access Charge section, in no event shall 
the per unit rate determined in the annual computation of the Monthly Access Charge result in the 
application of charges to customers that are less than the sum of the charges that would have been 
computed in the application of the Distribution Facilities Charge and Transmission Services and Ancillary 
Transmission Services Charges...” 
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well over recover the costs of distribution and transmission and ancillary services, 316 

but will never under recover these costs.    317 

 318 

Q. Are there any additional problems associated with Rate HEP? 319 

A. Yes.  Rate HEP contains a variable energy pricing structure where the calculated 320 

PriceHr under the rate will fluctuate day-to-day, and even hour-to-hour during 321 

peak periods.  This variable energy pricing structure will create increased risk that 322 

certain customers will not be able to mitigate. 323 

 324 

Q. Please explain how the Energy Price in ComEd’s proposed Rate HEP is 325 

determined using a variable pricing structure.    326 

A. The PriceHr in ComEd’s Rate HEP is proposed to be calculated daily using 327 

published day-ahead prices for a region most closely related to ComEd’s service 328 

territory.  The day-ahead prices will then be shaped using historical PJM price 329 

shapes, as well as incorporate a contribution to fixed costs adder equal to 10% of 330 

costs.   The calculated prices will include a separate price per kWh for each on 331 

peak hour and a single price per kWh for all off peak hours of the following day.  332 

The prices will be posted by ComEd on a secure website available to Rate HEP 333 

customers the previous day (Rate HEP tariff sheets 55.73 – 55.75).  Customers 334 

taking service under Rate HEP will be able to look up their power prices each day 335 

for the following day.  While this variable pricing structure may prove beneficial 336 

to certain customers who have the ability to mitigate variable price risk by 337 

shifting load to lower cost periods, other customers that do not have this ability 338 

may be negatively impacted. 339 

 340 

Q. Please explain how some customers may be negatively impacted by Rate 341 

HEP’s variable energy pricing structure. 342 

A. Many commercial customers operate their businesses during on peak periods, and 343 

do not have the luxury of simply shutting down during high cost periods or even 344 
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curtailing their load.  Some large commercial buildings in downtown Chicago, for 345 

example, may not be able to operate or curtail electric load simply because they 346 

know electricity prices will be high the following day.  These types of customers 347 

will have no way to mitigate a variable energy price risk if they are forced to take 348 

service under Rate HEP.  Consequently, it will be extremely difficult for such 349 

customers to plan budgets when electricity costs may be unpredictable.    350 

 351 

Q. Would it be possible for customers taking service under Rate HEP to 352 

mitigate their variable energy price risk through buying hedges from 353 

competitive suppliers? 354 

A. In some cases this may be possible, although customers that will have this option 355 

will likely leave Rate HEP to take competitive service.  Most customers that will 356 

probably take service under Rate HEP, however, will be those that were forced 357 

off competitive supply in the first place.  In such cases retail electric suppliers 358 

may avoid further dealings with these customers and may be unwilling to sell 359 

them hedges to mitigate the risks associated with the variable energy prices of 360 

Rate HEP. 361 

   362 

IV 363 

EXAMPLES OF DEFAULT RATES 364 

IN OTHER JURISDICTIONS 365 

 366 

Q.  Where can the Commission look to for guidance in its assessment of default 367 

rate structures?  368 

A. The Commission can look to other jurisdictions outside of Illinois where default 369 

rates have been introduced.  Assessing default rate structures currently being used 370 

in other competitive markets may provide some insight as to how default rates can 371 

be structured for the Illinois electricity market. 372 

 373 
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Q. Are you familiar with any default rate structures associated with other 374 

competitive markets? 375 

A. Yes.  I am generally familiar with default rates in the regions that appear in the 376 

Retail Power Index (“RPI”).  The regions included in the RPI are represented by 377 

ten major cities including Boston, Chicago, Cincinnati, Dallas, Detroit, Houston, 378 

New York, Philadelphia, Pittsburgh, and Washington D.C.   379 

 380 

Q. What is the Retail Power Index? 381 

A. The RPI reports regional regulated and competitive electric price offerings for a 382 

“typical” small business customer entering into a one-year fixed-price retail 383 

contract.  The RPI also provides a comparison of these retail price offerings to 384 

wholesale market prices to further gauge the vitality of retail competition.  In 385 

essence, the RPI provides an independent monthly snapshot of how retail 386 

competitive markets are performing by comparing wholesale and retail market 387 

prices in a given region, as well as tracking changes in retail prices over time.  388 

Platts currently publishes the RPI in both Megawatt Daily and Power Markets 389 

Week on a monthly basis.  The RPI reports four different statistics on each city 390 

including the regulated retail generation price, the competitive retail generation 391 

price, the percent monthly change in retail generation price, and the retail power 392 

spread.   393 

 394 

Q. How are default rates generally determined in the other nine cities that 395 

comprise the RPI? 396 

A. Most of the utilities that serve the cities that comprise the RPI simply put the 397 

customer back on their original bundled rate. This is precisely what ComEd will 398 

do for customers whose customer classes have not yet been declared competitive.  399 

In Cincinnati, for example, a customer who has been dropped by a competitive 400 

supplier will simply revert back to taking service under the applicable bundled 401 

rate service from Cincinnati Gas and Electric.  There are, however, several 402 
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exceptions to this rule, most notably in Dallas, Houston, and Boston.  Out of these 403 

three regions, the Boston electricity default service structure most closely 404 

resembles that of Illinois.  Boston Edison/NSTAR (“BECo”) bars customers 405 

taking competitive service that either leave or are dropped from their competitive 406 

service provider to return to their original bundled rate.  Instead BECo places 407 

them on a specified default service rate.  This arrangement is similar to the way 408 

Rate HEP is envisioned to work for ComEd customers whose customer classes 409 

have been designated to be competitive by the Commission. 410 

 411 

Q. Please explain how the BECo default rate is structured. 412 

A. There are two options for default service that customers on this rate can choose: A 413 

Fixed Rate Pricing Option, and a Monthly Variable Rate Pricing Option.  Each of 414 

these rate options is divided into three main customer categories, Residential, 415 

Small Commercial/Industrial Customers and Lighting, and Larger Commercial/ 416 

Industrial Customers. The Variable Rate Pricing Option provides energy prices 417 

that vary from month to month.  The Fixed Rate Pricing Option provides a fixed 418 

rate comprised of the weighted average of the filed Monthly Variable Rates.  Both 419 

The Fixed Rate and the Variable Rate portions of the bill are based on the 420 

winning bid(s) accepted by BECo from alternative suppliers.   421 

 422 

In addition to the supply service rates, there is a Delivery Charge also levied to 423 

customers.  This charge contains five separate components: The Transmission 424 

Charge, which recovers the costs of transmission and ancillary services; the 425 

Distribution Charge, which recovers the costs associated with distribution; the 426 

Renewable Energy Charge, which funds the Massachusetts Renewable Energy 427 

Trust Fund to increase the availability of renewable energy; the Energy 428 

Conservation Charge, which covers the cost of energy efficiency programs, and; 429 

the Transition Charge, which recovers the costs of past investments in generating 430 

plants and power contracts.  In addition to these components, a customer is also 431 



BOMA/CACC EX. 2.0 
ICC DOCKET NO. 02-0479 

 16

assessed a Customer Charge that recovers administrative type costs, such as 432 

billing. 433 

 434 

Q. Do believe that the BECo rates provide examples of proper default rates? 435 

A. Yes.  The BECo default rates are transparent, adequately recover the costs 436 

associated with default service, and provide an instrument for customers to 437 

mitigate the risks associated with fluctuating energy prices.      438 

 439 

Q. Please explain how the BECo default service rates are transparent, 440 

adequately recover costs, and provide risk mitigation instruments to 441 

customers.  442 

A. The BECo default service rates are transparent because each rate component is 443 

clearly earmarked for a certain purpose and individually recovered. A default 444 

customer taking service on these rates receives a bill reflecting the unbundled 445 

charges for each component of electric service. 446 

 447 

 As well as being transparent, the BECo default service rates also adequately 448 

recover the costs associated with default service.  The retail supply cost 449 

component is determined through a bid process, maximizing the probability that 450 

the most efficient supplier will provide this service at the most efficient price.  451 

Conversely, the charges associated with other cost components, such as delivery 452 

services (distribution and transmission and ancillary services) and other costs, 453 

have already been determined to be fair and equitable in a regulatory review 454 

process.    455 

 456 

 Finally, the BECo default rates also provide a mechanism for retail customers to 457 

mitigate the risk associated with variable supply prices through being able to 458 

choose a fixed price supply option. 459 

 460 
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Q. How are the BECo default rates relevant in this proceeding? 461 

A. BECo provides the Commission with an example of how to properly construct a 462 

default rate that meets the goals of transparency and cost-recovery.  The next 463 

section of my testimony discusses how similar mechanics can be implemented in 464 

the present case of determining a default rate for customers whose services have 465 

been declared competitive.    466 

 467 

V. 468 

IMPROVEMENTS TO   469 

THE CURRENT RATE HEP DESIGN  470 

 471 

Q. Given the problems you discussed with ComEd’s proposed Rate HEP, what 472 

do you propose the Commission should do? 473 

A. There are two steps that I recommend should be taken to alleviate the problems 474 

associated with ComEd’s proposed Rate HEP. First, Rate HEP should be 475 

redesigned to be transparent as well as ensure that the rate does not over or under 476 

recover costs for ComEd.  Second, as is the case with BECo’s default service rate 477 

options, there should be two default rate options available to customers whose 478 

service has been declared competitive: a variable energy price default rate option, 479 

and a fixed energy price default rate option.  The variable option should be a 480 

modified Rate HEP (“Rate HEPN”) with its current day-ahead variable energy 481 

price option that will also consist of the changes to the Monthly Access Charge I 482 

propose below.  The fixed rate option should be a default rate (“Rate HEPF”) that 483 

incorporates the changes to the Monthly Access Charge I propose below as well 484 

as replace the day-ahead variable energy price with a fixed annual energy price. 485 

 486 

Q. How should Rate HEP be redesigned so that it is transparent and does not 487 

over or under recover costs for ComEd?  488 
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Rate HEP should be redesigned so that each major cost component is calculated 489 

individually.  In ComEd’s service territory, costs associated with default service 490 

should include distribution, transmission and ancillary services, retail supply, and 491 

administrative costs.  The current Rate HEP already includes the Customer 492 

Charge and PriceHr. components, which recover administrative and retail supply 493 

costs respectively.  Thus, to adequately redesign Rate HEP, the Monthly Access 494 

Charge should simply be replaced with individual components that recover 495 

distribution and transmission and ancillary services costs.  Since ComEd already 496 

has a rate on its books that individually recovers distribution costs (Rate RCDS), 497 

as well as a rider that recovers transmission and ancillary service costs (Rider TS), 498 

the Monthly Access Charge should be replaced with these tariffs (or the cost 499 

components from those tariffs) in the Rate HEP equation.  Thus, a newly 500 

redesigned Rate HEP (“Rate HEPN”) would be calculated in the following 501 

manner: 502 

 503 

  Rate HEPN = Customer Charge + (PriceHr * kWh) + Rate RCDS + Rider TS 504 

 505 

 A default rate calculated in this manner will be transparent as well as adequately 506 

recover the costs associated with providing the rate. 507 

 508 

Q. Should the redesigned Rate HEPN include a Customer Transition Charge 509 

(“CTC”)? 510 

A. No. A CTC is not necessary to recover any costs associated with a real time 511 

pricing rate.  Indeed, ComEd has not claimed that CTCs should be charged to 512 

Rate HEP customers.  Including a CTC, either explicitly or implicitly within 513 

ComEd’s Rate HEP would not be appropriate.     514 

 515 

Q. If the Commission were to determine that a CTC should be included as a 516 

component of Rate HEP, how should the CTC be determined?   517 
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A. If CTCs were included in a real time pricing rate, the CTCs should be calculated 518 

according to ComEd’s Rate CTC, which calculates charges on a per kWh basis, 519 

based upon the customer’s historic rate and usage.  Under no circumstances 520 

should a customer pay a higher CTC under Rate HEP than that customer would 521 

pay if it were to take service from a retail electric supplier or from ComEd under 522 

its Rider PPO.  523 

 524 

Q. Please explain why ComEd should offer a fixed annual energy price option 525 

for Rate HEP. 526 

A. As discussed in Section 3 above, some retail customers that may take default 527 

service under Rate HEP may have difficulty mitigating the risks associated with 528 

day ahead pricing.  Thus, for those customers, ComEd should offer a fixed annual 529 

energy price option for Rate HEP (“Rate HEPF”).   530 

 531 

Q. Please explain how Rate HEPF should be structured. 532 

A. The energy prices calculated for the Rate HEPF option can be based on a snapshot 533 

of on and off peak forward prices for the next twelve months, much like the 534 

current Market Value Energy Charge calculations for the ComEd PPO.  The 535 

calculations of these prices can also incorporate PJM price shapes as well as the 536 

contribution to fixed cost adder of 10% of costs.  Much like the variable energy 537 

price Rate HEPN proposed above, Rate HEPF would be calculated in the following 538 

manner: 539 

 540 

  Rate HEPF = Customer Charge + (PriceF* kWh) + Rate RCDS + Rider TS 541 

 542 

The Rate HEPF option should be offered several times per year so that customers 543 

that may be forced on to default service during the year will have adequate 544 

opportunity to choose the Rate HEPF alternative.   545 

 546 
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Q. If a default customer chose the Rate HEPF option you are proposing would 547 

there be a minimum time period that the customer would have to remain on 548 

the rate? 549 

A. Yes.  Since the fixed energy price that would be calculated for the Rate HEPF 550 

option would be based on a twelve-month snapshot of forward prices, the 551 

customer should have to remain on the rate for at least twelve months.  In this 552 

manner ComEd can minimize the risks associated with providing this option since 553 

they will be able to procure power for the twelve month period knowing that the 554 

customer will remain on the rate for at least that long.  Conversely, the fixed 555 

energy price for Rate HEPF will be recalculated at the end of the annual period. 556 

  557 

Q. Does this conclude your testimony? 558 

A. Yes. 559 


